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- This brochure 1s designed to introduce you to securi- 
ties markets and securities market regulation in 
Ontario. It 1s not intended to be a substitute for 
investor self-education and personal advice from 
qualified investment professionals. 
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WHAT IS THE ONTARIO SECURITIES 
COMMISSION? 


The Ontario Securities Commission (“OSC”) 1s the 
regulatory body responsible for overseeing the securi- 
ties and commodity futures marketplaces in Ontario. 
Its mandate, as part of the Ontario Ministry of 
Finance, 1s to protect investors and foster capital 
formation and the efficiency and integrity of 
Ontario’s and Canada’s capital markets. The OSC 

- administers the Ontario Securities Act and 
Regulation. The Commodity Futures Act 1s also 
administered by the OSC, but is not discussed in 
this brochure. 


Since the early 1930s, the OSC has been the watch- 
dog of Canada’s largest capital market. The OSC 
attempts to ensure that companies which finance 
their activities with funds from the public provide 
adequate information about themselves. In this way, 
investors can analyze the information and make 
informed investment choices. In addition, the OSC 
registers dealers and investment advisers who deal 
with the public in Ontario. The OSC also oversees 
the activities of The Toronto Stock Exchange 
(“TSE”) and the Ontario District of the Investment 
Dealers Association of Canada (“IDA”). 


WHAT ARE SECURITIES? 


The following are examples of “securities” most com- 
monly offered: 

* equity securities (such as common and pre- 
ferred shares of companies and limited part- 
nership units) traded either on a stock 
exchange or in the over-the-counter market; 


debt securities (such as bonds and deben- 
tures) that are issued by governments and 
companies; 


shares or units in mutual funds: 


warrants or rights to purchase shares; 


options on gold, silver, foreign currency, 
bonds, shares, etc.; 


units in scholarship plans. 


New types of securities are introduced regularly. 
There are many variations of both equity and debt 
instruments, and investors should become familiar 
with the special attributes associated with any invest- 
ment contemplated. 


For further information about the characteristics of 
particular securities listed above or any other securi- 
ties, contact your stockbroker or investment adviser. 


THE CAPITAL MARKET 


The capital market 1s a system which channels sav- 
ings into investments. This process 1s vital to the effi- 
cient functioning of our economic system. Without 
investment, it would be impossible to obtain the capi- 
tal necessary to develop natural resources, process 
raw materials, manufacture products, create employ- 
ment and distribute goods to service the needs of a 
nation. 


Federal, provincial and municipal governments and 
their various agencies use the capital markets to raise 
money for their requirements. Governments generally 
raise capital by taxing and by borrowing funds 
through the issuance and sale of bonds, debentures 
and treasury bills. 


Private users of capital include industrial, financial, 
merchandising, natural resource and other corpora- 
tions. These private users of capital raise funds by 
borrowing (e.g., debt capital) and by selling shares in 
the enterprise (e.g., equity capital). 


The capital needed by governments and corporations 
is supplied by institutional investors (e.g., chartered 
banks, trust companies, insurance companies, and 
pension funds and mutual funds that represent the 
interests of many investors) and individual or retail 
investors. 


Dealers (¢.g., stockbrokers, investment dealers and 
mutual fund sales organizations), all of which must 
be registered with the OSC, bring together those who 
have capital to invest and those who require invest- 
ment capital. The dealer may act as an agent in 
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uniting buyers and sellers of securities, or it may act 
as principal by purchasing securities for its own 
account and then selling them to the public. 


In summary, almost everyone has a stake in the capi- 
tal market. 


SECURITIES MARKET PARTICIPANTS 


INTRODUCTION 


The stock market can go up or down very quickly. 
Milhons of dollars change hands every trading day 
on the basis of orders which are usually transmitted 
by telephone. Investors who must react quickly to 
market conditions should be able to have confidence 
in their dealers and investment advisers. In attempt- 
ing to ensure that such confidence is well placed, the 
OSC imposes rules on those persons who advise and 
deal with the public. 


As a general rule, dealers and investment advisers, as 
well as their partners, officers and salespeople, must 
be registered with the OSC. In reviewing an applica- 
tion for registration, the OSC considers the appli- 
cant’s qualifications (such as a minimum standard of 
education and experience), its financial resources and 
its integrity. Before registration is granted, an appli- 
cant must successfully complete qualifying courses 
and examinations. However, it 1s the responsibility of 
the investor to measure the competence and objectivi- 
ty of the person with whom he or she wishes to deal. 


In order to serve their clients well, dealers and invest- 
ment advisers have an obligation to know the objec- 

tives, resources and risk tolerance of their clients and 
to recommend securities that are suitable for them. 


The OSC has the power to impose disciplinary mea- 
sures or refuse registration to market participants who 
do not comply with the Securities Act and 
Regulation. 


DEALERS 

Dealers and their Clients 

To buy or sell most securities, an investor must con- 
tact a firm or person registered with the OSC. The 
salesperson with whom the investor deals 1s com- 
monly known as a stockbroker, account executive or 
registered representative, and will act as the investor’s 
agent in buying or selling securities. The dealer may 
in some cases act as principal by buying or selling 
securities to a client from its own inventory. 


Financial Obligations of Dealers 

To protect investors, the OSC has certain require- 
ments concerning the financial resources of dealers. 
As well, the OSC, the TSE and the IDA regularly 
receive and review financial reports from dealers and 
investment advisers. 


There are two trust funds established to provide some 
protection to clients from financial losses resulting 
from the insolvency of a dealer firm. If your dealer is 
a member of one of the recognized self-regulatory 
organizations in Canada (TSE, IDA, The Montreal 
Exchange, the Vancouver Stock Exchange, The 
Alberta Stock Exchange), your account will be 
covered by the Canadian Investor Protection Fund 
(CIPF”) within the limits summarized below. If your 
dealer carries on business in Ontario and is not a 
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member of one of the recognized self-regulatory 
organizations in Ontario, the dealer participates in the 
Ontano Contingency Trust Fund (‘OCTF’). Neither 
the CIPF nor the OCTF are guaranteed by the 
government. 


In the event that your dealer runs into financial 
difficulty and you suffer a financial loss as a result, 
the protection funds may not fully cover your loss. 
The OCTF will cover client losses up to a maximum 
of $5,000, if there are sufficient monies in the fund to 
do so. In the case of the CIPF, a limit has been 
placed on the coverage provided for a customer’s 
general account equal to $500,000 for losses related 
to securities and cash balances. The amount of 
coverage for the cash balances, if any, included in the 
$500,000 total coverage, may not exceed $60,000. The 
CIPF provides separate coverage for certain types of 
accounts, such as RRSPs and RRIFs. For further 
information on the CIPF, you should contact your 
stockbroker. 


Specialized Dealers 

* General 

Some dealers specialize in certain areas of the securi- 
ties business, and their business 1s limited to those 
areas, such as mutual funds or scholarship plans. 


* Mutual Fund Dealers 

These dealers specialize in the sale of mutual funds, 
and their activities may be restricted to a particular 
family of funds. Mutual funds are portfolios of secu- 
rities, made possible by pooling the money of many 
investors. Each investor owns a proportionate share 
of the fund’s assets. There are many types of funds, 
ranging from speculative to conservative. Since mu- 
tual funds are professionally managed, the investor 1s 
relieved of investment decisions other than choosing 
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the fund in which to invest. Investors are advised to 
investigate the fund thoroughly on their own before 
purchasing. This should include reviewing the fees 
and costs associated with the fund, including the fees 
for buying and selling units and the management fee. 


ADVISERS 


Investment advisers specialize in either managing 
portfolios of securities or giving investment advice. In 
the latter case, the investment adviser may distribute 
a circular providing analyses of market behaviour 
and information on public companies. 


Investment advisers must register with the OSC. 
Some persons, such as lawyers and accountants, may 
be exempt from registration with the OSC if they 
offer investment advice only as an incidental part of 
their work. 


Investment advisers often have a degree of self- 
interest in recommending the purchase of a security. 
For example, they may be working for a company 
that pays them a fee if their recommendation results 
in the purchase of a particular security. Before invest- 
ing, discuss the source of the fees accruing to your 
investment adviser in order to detect possible con- 
flicts of interest. If you determine that your invest- 
ment adviser has a conflict of interest, you should 
consider whether it is of concern to you and whether 
you would prefer to seek another investment adviser. 


CHOOSING A BROKER OR ADVISER 


Before choosing a stockbroker or investment adviser, 
meet to determine whether the stockbroker or 
adviser suits your needs. Enquire about his or her 
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education and experience, the services that he or she 
will provide and the cost of those services. You might 
consider asking the stockbroker or investment adviser 
for names of clients whose situations and objectives 
are similar to yours, and calling these references to see 
whether they are pleased with the services provided. 
As well, you might consider asking for a referral from 
relatives, friends or business associates. Discuss with 
your stockbroker or investment adviser the source of 
his or her fees and commissions to see if there is a 
potential conflict between your best interest and those 
of the stockbroker or investment adviser. 


COMPLAINTS 


If you believe the stockbroker or investment adviser 
with whom you deal has not complied with the law, 
lodge a complaint with the employer firm. If this 
does not produce satisfactory results, contact the self- 
regulatory organization of which the employer firm is 
a member (e.g., TSE or IDA) or, if the firm 1s not a 
member- dealer of the TSE or IDA, contact the 
Enforcement Branch of the OSC. 


The OSC is generally not able to institute court pro- 
ceedings in order to recover funds for investors. 
However, the OSC will investigate complaints and 
take disciplinary action where appropriate. 


How A Company Issues SECURITIES 


If a company wishes to raise capital by issuing securi- 
ties, it must do so in accordance with the Securities 
Act and Regulation. The provisions of the Securities 
Act and Regulation are intended to ensure that 
members of the public are well informed about the 
companies in which they might like to invest. In this 
way, investors can assess the benefits and risks of a 
proposed investment. Companies that issue securities 
must disclose relevant information that 1s complete, 
accurate and up-to-date, both when they first offer 
securities to the public and on a regular basis 
afterward. 


When securities are first offered by a company to 

the public they are said to be issued by way of a 
“primary distribution”. Securities previously issued to 
the public and trading in the marketplace are in the 
“secondary market”. Special rules apply to primary 
distributions to ensure that investors are adequately 
informed about the company and the new securities 
before investing. 


In most cases of public financing via primary distri- 
bution, the company must provide potential investors 
with a comprehensive document known as a 
“prospectus”. This document describes the purpose 
for which the securities are being issued, the business 
and assets of the company, and includes financial 
statements and information about the company’s 
managers and promoters. The company and the 
underwriter (the dealer who 1s selling the security 
issue on behalf of the company) must ensure that the 
prospectus provides “full, true and plain disclosure”. 
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A misrepresentation in the prospectus may entitle the 
purchaser to sue the company, the underwriter and 
certain other parties for damages or to have the pur- 
chase cancelled. 


Where a prospectus is required to be filed in connec- 
tion with newly issued securities of a company, such 
securities cannot be sold to the public until the OSC 
has reviewed the prospectus for compliance with 
securities laws and has issued a final recetpt for it. 
However, the OSC does not approve or recommend 
a particular issue of securities, nor guarantee the 
completeness or accuracy of the prospectus. Also, it 
is up to investors to weigh the risk of the investment 
in relation to the anticipated return. Therefore, it 1s 
important that investors read the prospectus careful- 
ly, and if they are not familiar with the subject or 
find the prospectus difficult to understand, that they 
ask the advice of their stockbroker or investment 
adviser. 


In some situations, companies that want to issue 
securities are not required to file a prospectus, as set 
out in the Securities Act and Regulation. This may 
be the case where the proposed purchaser 1s an 
employee of the company or where the purchaser 1s 
financially sophisticated enough to be able to obtain 
information and make decisions without a prospec- 
tus. In some cases, the OSC will require an informa- 
tional document less detailed than a prospectus. 
Investors who buy securities under such circum- 
stances should be aware that the resale of these secu- 
rities may be restricted. 


INFORMATION ABOUT YOUR 
INVESTMENT 


TRADING INFORMATION 


After newly issued securities are first sold to public 
investors, they are traded in the “secondary market”. 
An investor wishing to buy or sell securities can 
obtain information about the trading history of par- 
ticular securities in the secondary market. 


If the securities are listed on a stock exchange, you 
can consult the financial pages of newspapers for 
information on prices and volumes traded. 


If the security is not listed on a stock exchange, then 
it 1s said to trade in the “over-the-counter market”. 
Often securities that are traded over-the-counter are 
of smaller companies and are less liquid than those 
traded on an exchange. Prior to 1986, little informa- 
tion was available about this market in Canada. 
However, in 1986, the OSC established the first over- 
the-counter electronic trade reporting and quotation 
system in the country, known as the “Canadian 
Over-the-Counter Automated Trading System” or 
“COATS”. In February 1991, the Canadian Dealing 
Network Inc. (“CDN”), a subsidiary of The Toronto 
Stock Exchange, assumed responsibility for the sys- 
tem. The financial pages of newspapers contain infor- 
mation on reported securities on CDN. 


In addition to securities that trade in the secondary 
market, either in the listed or over-the-counter mar- 
Ket, there are certain securities which, for all practical 
purposes, do not have a trading market. Where there 
is no trading market for securities offered under a 
prospectus, and no market is expected to develop, the 
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cover page of the prospectus must clearly say so and 
must also state that purchasers may not be able to 
resell the securities purchased under the prospectus. 


SHAREHOLDER COMMUNICATIONS 


As a shareholder of a public company, you are enti- 
tled to information about that company on a regular 
basis and, if you own a voting class of stock, you are 
entitled to vote at meetings of shareholders. 


If your securities are registered in your name with the 
company, you will receive an annual information cir- 
cular, annual audited and intermm unaudited financial 
statements, and a proxy to vote at the company’s 
annual meeting. The annual financial statements will 
usually be included in the company’s annual report. 
You will also receive notice of any special general 
meeting with an information circular and a proxy. 
Holders of shares or units in mutual funds will 
receive annual audited and semi-annual unaudited 
financial statements. 


If your securities are registered in the name of your 
stockbroker (who may in turn have them registered in 
the name of a clearing agency, such as The Canadian 
Depository for Securities Limited, for ease of record- 
keeping and transfer), you will receive the same mate- 
rial (except for interim financial statements), although 
it may be through your stockbroker or an agent of 
your stockbroker. Your stockbroker will give you the 
option annually to waive the right to receive such 
material. You may change your instructions as to the 
receipt of such material at any time. If you wish to 
recelve interim financial statements, you must request 
that the company place your name on a mailing list 
for this purpose. 


Whether or not your shares are registered in your 
own name, you may attend an annual or special gen- 
eral meeting and vote in person. If your shares are 
not registered in your name, however, you should 
consult your stockbroker who will furnish you with 
evidence of your authority to vote in person. 


The company must keep the investing public up-to- 
date on important changes in its affairs. When an 
event occurs that could affect the value or market 
price of its securities, the company must inform the 
public by issuing a press release and filing a report 
with the OSC. The results of major research or the 
discovery of a potentially profitable ore deposit are 
examples, 


INSIDER TRADING 


Sometimes there is information about a company 
that has not yet been revealed to its shareholders or 
the public. Directors, officers and employees of a 
company, or persons with close business relationships 
with the company, who have access to such confiden- 
tial information, may not take advantage of it. The 
Securities Act and Regulation aims to ensure that 
everyone has equal access to information upon which 
to base investment decisions. Therefore, for example, 
it 1s against the law for an officer of a company to 
buy or sell shares of the company with knowledge of 
some important news about the company that has 
not been circulated to the public. “Tipping”, or the 
disclosure of such privileged information to third par- 
ties, 18 also prohibited. 


Those who engage in illegal insider trading may be 
prosecuted and be subject to a fine of not more than 
$1,000,000 or to imprisonment of not more than two 
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years, or both. If you are aware that insider trading 

has occurred, contact the OSC. Investors who suffer 
losses as a result of such unfair conduct may be able 
to sue in a civil court and obtain damages from the 

person who engaged in It. 


The OSC requires any director or senior officer of a 
public company and anyone holding more than ten 
per cent of the voting shares to report to the OSC 
their trading in the securities issued by their compa- 
ny. These “insider reports” are part of the OSC’s 
public records. 


TAKE-OVER BIDS AND ISSUER BIDS 


A person or company may wish to assume control of 
a company in which you are a shareholder, and there- 
fore may offer to buy your shares. This is known as a 
take-over bid. The company in which you hold shares 
may itself wish to purchase your shares. Such an offer 
18 known as an issuer bid. To ensure that the share- 
holders of a company are treated equally and subject 
to limited exceptions, the take-over bid or issuer bid 
must be made to everyone in Ontario holding shares 
of the same class in the company. In the event of a 
take-over bid or issuer bid of a company in which 
you own shares, you will receive a take-over bid cir- 
cular from the person or company making the bid. 


The directors of a company of which control 1s 
sought must respond to the take-over bid by issuing 
to all shareholders a directors’ circular. In the circular 
they will explain their position and make a recom- 
mendation to either accept or reject the bid or explain 
why no recommendation is being made. In the case 
of an issuer bid, the directors of the company in 


which you hold shares must send you an issuer bid 
circular stating their reasons for the bid. 


If you receive a bid for your securities, you may wish 
to seek advice from your stockbroker or other invest- 
ment adviser as to whether to tender your shares to 
the bid. 


SURVEILLANCE AND ENFORCEMENT 


The TSE and the IDA are self-regulatory organiza- 
tions for dealers. By becoming a member of either of 
these organizations, a dealer 1s automatically subject 
to regulation by the TSE or IDA. The OSC has dele- 
gated to the TSE and IDA the obligation to monitor 
and regulate financial status, business standards and 
conduct of their members, subject to supervision by 
the OSC. The OSC may review any decisions of 
either the TSE or the IDA. 


The Compliance Unit of the OSC provides ongoing 
monitoring of financial and sales compliance by mar- 
ket participants on a selective review basis. 


The OSC’s Enforcement Branch reviews any com- 
plaints received from the public and may conduct 
investigations into alleged wrongdoing. 


A breach of the legislation may give rise to civil, 
administrative and criminal proceedings. The respon- 
sibility for commencing a civil action for damages 
and cancellation of a purchase or sale of securities 
rests with the investor affected. 
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INVESTOR ALERT 


The following warnings and guidelines may assist 
investors: 


Don’t be pressured into making hasty investment 
decisions; reject high pressure solicitations. Your 
investment decision is important and warrants 
careful consideration. 


Carefully assess the honesty, competence and 
objectivity of those giving you investment 
advice. 


Be wary of schemes which guarantee a quick 
profit. Generally, where there is potential for a 
high rate of return, there is also a high risk of 
loss. 


Make sure you understand the nature and 
extent of the risks associated with a particular 
investment. Penny stocks often involve a high 
risk of loss. 


Don’t invest more money than you can afford to 
lose. If you are considering borrowing money to 
invest in the stock market (1.e., leveraging), make 
sure you understand the risks involved; a drop in 
the value of a leveraged investment can have 
severe consequences. 


Consider whether a particular investment 1s 
suitable for you in light of your general financial 
needs and overall investment objectives. 


Remember that a good track record 1s no 
guarantee of future success in investment 
arrangements. 


Don’t fall prey to high pressure, aggressive tele- 
phone salespersons calling to sell you shares of 
unknown companies. Frequently the shares 
offered in such boiler room sales are made to 
sound like an opportunity of a lifetime but are 
of little value. If you buy shares from such a 
salesperson and they drop greatly in value, don’t 
compound your loss by giving in to pressure to 
“buy more while the market 1s low.” 


Don’t buy on tips or rumours. Not only 1s it 
safer to get the facts first, it 1s illegal to buy or 
sell securities based on “inside information” 
which is not generally available to other 
mvestors. 


Read the prospectus together with any other 
available information pertaining to the company 
and the investment in question. If there 1s any- 
thing you don’t fully understand, ask your 
stockbroker or investment adviser for 
clarification. 


Be especially careful with tax-sheltered invest- 
ments. Assess the intrinsic merit of both the 
investment and tax benefit. 


Where there is no trading market for the securi- 
ties offered, and no market 1s expected to deve- 
lop, it may be impossible for you to resell if you 
decide to purchase. Don’t put money into non- 
liquid investments if there is a chance you may 
need that money. 


Be discerning in your choice of investment and 
Keep informed on how your investment is faring; 
be alert for news items and economic trends that 
could have an impact on your investment. 
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* Make sure you receive the written confirmations 
and financial statements to which you are 
entitled. 


* Don’t speculate; for the average investor, specu- 
lating is more akin to gambling than investing. 
Speculation can be a useful investment tool only 
for those who can understand and manage the 
risks. 


* Don’t engage in sophisticated transactions such 
as in options or futures, unless you understand 
them and the risks involved. 


CONCLUSION 


The OSC recommends that investors exercise caution, 
read available material relating to their investments 
(particularly the prospectus) and consult with a quali- 
fied investment professional prior to making an 
investment decision. REMEMBER, it is your money 
and it is your responsibility to be informed. No 
government agency can protect against uninformed 
decisions made without serious consideration of the 
risks attached. 


FURTHER INFORMATION 


For information on the OSC, contact: 
The Ontario Securities Commission 
Suite 800, Box 55 
20 Queen Street West 
Toronto, Ontario M5H 388 
Telephone: (416) 597-0681 
Enforcement Branch Complaints: (416) 593-8314 


For information on the TSE, contact: 
The Toronto Stock Exchange 
The Exchange Tower 
2 First Canadian Place 
Toronto, Ontario M5X 1J2 
Telephone: (416) 947-4700 
Central Complaint Bureau: (416) 947-4307 
Corporate Communications 
Division: (416) 947-4670 
Public Presentations: (416) 947-448] 


For information on the IDA, contact: 
The Investment Dealers Association of Canada 
121 King Street West, Suite 1600 
Toronto, Ontario MSH 3T9 
Telephone: (416) 364-6133 
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COURSES 


Investing 
Completing a course on investing can be a rewarding 
undertaking. Courses range from the very basic to 
the more advanced. For most, a fee is charged. 
The Canadian Securities Institute is an educational 
organization sponsored by the securities industry and 
private students. For further information, contact: 

The Canadian Securities Institute 

121 King Street West, Suite 1550 

Toronto, Ontario MSH 3T9 

Telephone: (416) 364-9130 


Mutual Funds 
The Investment Funds Institute of Canada offers a 
self-study course on mutual funds to both industry 
and private students. For further information, 
contact: 

The Investment Funds Institute of Canada 

80 Bond Street, Main Floor 

Toronto, Ontario MSB 1X8 

Telephone: (416) 363-2158 


Financial Planning 
The Canadian Institute of Financial Planning offers a 
series of financial planning courses to people 
employed in the financial industry and to private 
individuals. For further information, contact: 

The Canadian Institute of Financial 

Planning 

80 Bond Street, Main Floor 

Toronto, Ontario MSB 1X8 

Telephone: (416) 865-1237 


Other Investment Courses 

Continuing education programs run by local school 
boards, universities and community colleges often 
include investment courses. Find out what 1s available 
in your area. 


Courses and seminars on investing are occasionally 
conducted by brokerage houses and private invest- 
ment advisers. Be on the lookout if you are interested 
in attending such courses. 


BOOKS AND OTHER PUBLICATIONS 


There is a multitude of reading material available on 
the subject of securities and investment. Some books 
and publications are available through the TSE and 
the IDA or through associations such as the 
Canadian Securities Institute and the Investment 
Funds Institute of Canada. You may also wish to 
consult your local library for reading material and for 
directories which list the names and addresses of 
investment associations. 
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